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EXECUTIVE SUMMARY 
 
In today’s dynamic and complex financial system, safety and soundness can mainly be 
achieved through efficient management of banks, market discipline and effective prudential 
supervision. Most emerging economies like Malaysia, Turkey, Nigeria and others have been 
undergoing series of profound reforms in their financial sector. The common characteristics 
of these countries that have necessitated the reforms are as a result of financial instability and 
weak or fragile financial system. One of the recent banking reforms in Nigeria in July 2004 
mandated an upward review of the minimum capital which was for the purpose of 
strengthening the banks and gaining stability in the financial sector. 
 
Common to empirical studies and theoretical arguments on the issue of recapitalisation, it has 
been observed that recapitalisation has a far reaching effect on the banking sector as well as 
the economy. Taking a look at the Nigerian banking industry, most of the resultant problems 
of financial instability are not solely dependent on the capital adequacy although it has proven 
to be a major factor in financial stability.  
This study provides an assessment of the impacts of the new capital requirement in Nigeria. 
The main objective is to identify the reasons for and impacts of the new regulation and the 
reactions of the banks. In order to achieve these objectives, the qualitative method of research 
was adopted using semi-structured interviews and desk based research where references were 
drawn from past studies and published reports. All the banks were used in this research from 
where the data was gathered with discussions on the pre and post recapitalisation periods.  
Owing to the fact that this reform is in its relatively early stage, some of the expected benefits 
of recapitalisation may take some time to be realised and if the banks are not effectively 
supervised, there may be unanticipated problems difficult to deal with. 
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CHAPTER 1 
INTRODUCTION 
The economies of all market-oriented nations depend on the efficient operation of complex 
and delicately balance systems of money and credit. The banking system is referred to as the 
backbone of the financial system because of its intermediation role of mobilising and 
channelling of financial resources (Central Bank of Nigeria, 2004). Banks are vital in any 
system as they provide the bulk of the money supply as well as the primary means of 
facilitating the flow of credit. Schumpeter (1934) was of the view that financial institutions 
are necessary condition for economic development. Therefore, the economic well being of a 
nation is a function of the advancement and development of her banking industry. Also, a 
country’s status and performance is largely dependent on the stability and organisation of the 
financial system. The banking system is a politically sensitive one and largely depends on 
public confidence. The nature of their activities (illiquid assets and short term liabilities) make 
them prone to problems, this explains why banks as deposit institutions are heavily regulated 
by the government considering the level of their sensitivity. 
 
Over the years, most developing countries and emerging markets have been implementing 
new reforms in their banking sector. The Nigerian banking sector not being an exception to 
financial reforms has long suffered from financial fragility resulting from low capital base in 
relation to their highly risky operations. The complexity of these risks (operational, credit and 
market risks) which they are exposed to has made it a main concern for the Nigerian 
government. In a bid to enhance a sound financial system and strategically position the 
Nigerian banking system in the foreign and global markets, new banking reforms were 
introduced in 2004. One of the reforms includes the mandate on the banks to raise their 
capital from N2 Billion (approx. $15 Million; using the exchange rate of N135 per $1) to N25 
 2 
Billion (approx. $185 Million) by the end of 2005 which is about 1,150% increase. This is 
similar to the case of Malaysia, where the banks were expected to raise their capital base from 
$70 million to $526 million within a year. Prior to this regulation, the country had as many as 
89 banks, with some banks operating unethically and at high risks. The consequence was a lot 
of bank runs and bank failure, placing depositors’ funds at risk even with the existence of the 
National Deposit Insurance Corporation. This means that the supervision on the banks was 
not effective and the guidelines and regulations were not ensured.  
With the advent of the new requirement, there are some effects on the general system for 
instance, mergers and acquisitions of weaker banks, reduction in the size of the banking 
sector, better innovative bank products and services and financial stability. There has also 
been a move towards strengthening the governance of such banks and maintaining a more risk 
sensitive capital base. There are other impacts which will be detailed in this project.  
 
The purpose of this research is to assess the impact of the new capital adequacy requirement 
on the Nigerian Banks. The motivation for this study is for the fact that it is an on-going 
reform and is being viewed by the banks and general public as having mainly negative 
implications. The objectives are thus; 
• To identify the states of the banking sector before and after recapitalisation.  
• To identify the effects of the new capital requirement on banks solvency 
• To investigate the banks’ responses and reactions. 
• To identify the reasons for and the impacts of the new regulation on the Nigerian 
Banking market. 
• Is it a better option than Basle II for the Nigerian banks and their customers? 
 
For the above objectives to be achieved, this research is structured in six relevant sections 
with each section conveying related and specific information. These sections include;  
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Chapter one introduces the research subject and gives an overview of the project. The 
research objectives are also listed as well as the structure and organisation of the project in 
order to fulfil the overall aim of the project. 
 
Chapter two gives a literature review of the concept of capital adequacy. Reference would be 
drawn from existing academic literature to give an insight to a clear understanding of the 
concepts of Bank Capital Adequacy and its requirement. The Basel framework which is a 
predominant regulation on the issue of capital would also be reviewed. This chapter will form 
the basis for the subsequent chapters in this research. 
 
Chapter three gives an overview of the Nigerian banking industry and the roles of Nigerian 
banks. The reforms with particular reference to the capital adequacy requirement will be 
discussed as well as the reasons for the reforms. 
 
Chapter four is the Research Methodology that provides an understanding of how the project 
was structured and designed as well as the collation of data and information. The limitations 
would finally be discussed. 
 
Chapter five is the Findings and Discussion on the state of affairs of the banking industry 
before and after the enactment of the regulation. The impacts in relation to the Nigerian 
economy, the banks, bank customers and shareholders will be highlighted. 
 
Finally, chapter six conveys the recommendations for the banks and the regulatory bodies and 
the conclusions of the project, highlighting the essential facts already discussed in the project. 
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   CHAPTER 2 
LITERATURE REVIEW: BANK CAPITAL ADEQUACY 
 
2.0 INTRODUCTION 
 The financial system contributes to the sustainable growth of the economy especially the 
banks that play this important role through their intermediation and risk management 
functions which have direct effects on the stability of the economy. In other words, the 
stability of a nation is key to its sustainable growth and heavily dependent on the banking 
system.  
 It has been noted by the deputy Governor of the Reserve bank of New Zealand, Adrian Orr 
(2006) that, “Financial stability is very crucial for the transactions supporting economic 
activity to be efficiently facilitated, for savings to be channelled efficiently to the most 
productive investment destinations, and for risk to be transformed and borne by parties best 
able to manage it.” Bank Capital adequacy requirement promotes the stability and efficiency 
of the financial system by reducing the likelihood of banks becoming insolvent and avoiding 
the causes of financial problems that threaten the smooth functioning of the financial markets. 
 
 It is important to review existing literature on the concept of capital in order to have a clearer 
understanding of the concepts. The purpose of this section is to give an insight on the 
concepts of bank capital adequacy and the framework of Basel Accord, a prominent 
regulation on capital adequacy that ensures the implementation and adherence by banks. This 
will however serve as a foundation for the subsequent chapters. 
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2.1  BANK CAPITAL 
In basic accounting, capital is the amount that is equal to the total assets less liabilities which 
is not different from Casu et al (2006) definition of bank capital as the value of its net assets 
(i.e., total assets minus total liabilities). Loans are part of a bank’s assets; if there is a default 
in part of the loans and the value of the default is less than the amount which the capital can 
absorb, the capital can easily be used to offset the loss and leave the balance sheet at a 
positive value. And if the value of the default is over and above the amount that the capital 
can absorb, the capital would be used to offset the loss but leave the balance sheet at a 
negative value.  
When high level of losses occurs and the bank capital is inadequate to cushion against these 
losses, it can lead to bank failure.  In banking, capital is a resource available to the bank that it 
uses to protect itself against potential losses and to finance acquisition or expansion (Casu et 
al, 2006). Usually, maintaining high capital attracts a cost and this resource (capital) is 
provided by the shareholders who are more concerned about the returns on their investment 
and the efficiency of the bank. Their preference would be to acquire more assets that would 
yield returns rather than to hold high capital. In some cases, there is likely to be a trade off 
between shareholders’ returns and adequate capital for stability.   
Finally, the Basel I Accord defined a bank’s total capital as the sum of ‘core capital’ (Tier 1 
capital) and supplementary capital (Tier 2 capital). Details of this will be given in this chapter. 
 
2.2 DO BANKS NEED TO BE REGULATED?      
Banks are particularly the most heavily regulated institutions. The need to regulate banks is 
justified by the risk of systemic crisis and the inability of depositors to monitor banks (BIS, 
2000).  The various risks to which banks are exposed make them to be closely supervised by 
regulatory authorities. Several authors like Dow (1996); Herring and Litan (1995) have been 
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able to link the stability of an economy to a regulated banking system. They argue that the 
absence of regulation (free banking) would lead to an unstable economy due to factors like 
natural monopolies, externalities, over-expansion of the banks, fraudulent banking activities 
present in the system. 
The banks provide liquidity service which exposes them to the risk of not being able to meet 
their short-term monetary obligations due to mismatch of their assets and liabilities. When the 
bank defaults in meeting up with its financial obligation, it causes depositors to panic and 
attempt to withdraw all their funds at once which may cause an otherwise sound bank to 
become insolvent. The news that a particular bank ‘A’ is bankrupt spreads and has a 
contagion effect on other banks causing most of the depositors to lose confidence in the 
financial system and then rush to withdraw their funds. The result of this is an unstable 
financial system that would have a far reaching effect on the economy as a whole. The 
government then steps in to salvage such situations by acting as a ‘lender of the last resort’.  
In order to avoid the instance above, the government deems it necessary to provide 
regulations that will guide the activities of the banks as well as set up a central bank that 
would serve as the banker of all banks to monitor all other operating banks.  
 
Basically, banks should be regulated because their failure can have a more damaging effect on 
the economy than the collapse of any other business since they provide credit and operate the 
payments system (The Economist, 1999). The issue of information asymmetry remains a 
major problem in most financial transactions. Banks have a competitive advantage in dealing 
with this problem over other financial institutions but they can be found guilty of this problem 
specifically when it relates to disclosure of information about their risky activities, 
performance and quality of their assets. A bank run can be triggered up by the misleading 
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information given by banks on their performance or assets therefore, the need to regulate 
banks in terms of market discipline and full disclosure becomes necessary. 
 
There are some arguments that too much regulation for restrictions on banking activities will 
distort the banks’ advantage of economies of scale and scope in such a way that their business 
activities are restricted making them unable to carry out certain large scale activities. Also, the 
provision of deposit insurance for the protection of depositors’ funds intensifies moral hazard 
problems as it broadens banks opportunities to take excessive risks.  Authors have argued that 
setting of minimum capital or raising the required capital would definitely prevent bank runs 
but would increase the cost of capital leading to a trade off between shareholders’ returns and 
adequate capital for stability.   
 
2.3 WHY DO BANKS HOLD CAPITAL? 
Capital is vital in any financial institution especially the deposit taking institutions because it 
is used to protect depositors’ funds against losses which consequently maintains depositors’ 
confidence as well as ensuring long-term stability. The fundamental role of capital in the 
banks is to act as a buffer against unexpected losses that it might incur. A high capital 
adequacy ratio means a better protection available to depositors and in the event of winding 
up, the depositors are ranked as priority before the shareholders’ capital. The challenge 
usually is how to determine the required capital especially for the fact that banks are exposed 
to diverse risks which are at most times not known nor considered by the regulatory 
authorities who have the power to set the minimum capital. Most countries use the 8% 
requirement under the Basel Accord as a capital adequacy ratio however, this might not be 
appropriate across all countries considering the various factors that are to be considered in 
setting the minimum capital. According to Alfon et al (2004), minimum capital should be 
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determined by the shareholders’ preferences which reflects their need to be adequately 
compensated in the form of risk adjusted investment returns and by wholesale depositors’ 
influence.  
He also noted that firms maintain capital above the required amount for the reasons of 
regulatory requirement in terms of avoiding the cost of regulatory intervention; market 
discipline such that they are able to reduce risks faced by uninsured investors, or to gain 
access to certain capital markets and based on the how capital decisions that relates to risks 
assessment, risk management, equity returns etc are taken within the firm.  
  
2.4 ECONOMIC AND REGULATORY CAPITAL 
2.4.1 ECONOMIC CAPITAL 
Economic capital according to Elizalde and Repull, (2006) is defined as the capital level that 
is required to cover the firm’s losses with a certain probability or confidence level, which is 
related to a desired rating. This definition is not different from Hashagen’s (2003) definition 
of economic capital as the capital banks set aside as a buffer against potential losses inherent 
in any business activity. In the actual sense, the bank evaluates its risk profile and generates a 
capital amount that it deems to be appropriate in relation to these risks which in recent times 
have become measurable. However, banks are becoming more focused on economic capital 
because of its importance in the measure of risks, in the measurement of optimised 
performance, to base strategic decisions on accurate information and to strengthen the banks’ 
long-term profitability and competitiveness as it is upheld as the required capital for a bank to 
achieve its optimal financial strength. 
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2.4.2 REGULATORY CAPITAL  
The term ‘regulatory capital’ has been made popular by the Basel Accord and has become an 
important aspect of banks’ compliance activities. It is the minimum capital that the banks 
must hold as determined and required by the regulators. It differs from economic capital in the 
sense that while economic capital is determined by the banks’ assessment of its risks, 
regulatory capital is determined by the regulators’ assessment of the banks’ risks. 
  
2.5 CAPITAL ADEQUACY REQUIREMENT 
When deposit insurance premium are not fairly priced, it gives banks an incentive to increase 
risk which they can accomplish. These incentives together with the potential externalities that 
may arise from bank failures justify the need for regulating capital (BIS, 2000). Capital is 
regulated for a number of reasons. This includes the protection of depositors’ funds, to 
promote systemic stability and to maintain the financial soundness of individual institutions. 
Berger et al (1995) defined an ideal capital adequacy requirement as a mandatory requirement 
that reflects the marginal social benefit of reducing the risk of the negative externalities 
generated by bank failures and the marginal social cost in terms of increased deadweight-loss. 
Basically, applying minimum capital requirement serves to promote the stability and 
efficiency of the financial system by reducing the likelihood of the banks becoming insolvent.  
 
Countries adopt either the flat-rate or risk-based capital adequacy requirement. According to 
Haibin Zhu (2007), risk-based capital requirement is defined in a way that the maximum 
failure probability for each bank does not exceed a pre-specified threshold value. While the 
flat-rate capital adequacy requirement does not take into consideration the individual bank’s 
risk profile as all the banks are placed under the same requirement irrespective of the 
individual bank’s size and the risks taken. Countries like Spain have adopted the risk-based 
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approach under their new capital adequacy requirement where the individual bank’s unique 
risk profile is evaluated and used to determine its capital adequacy. Some authors like Furlong 
and Keeley (1989) have argued that the flat capital requirement reduces banks’ risk taking but 
does not completely reduce the moral hazard incentives. Some other authors in disagreement 
with the view of adopting the flat capital requirement maintain that it tends to worsen banks’ 
risk taking since they have the incentives to compensate the diminished return through 
investing in riskier assets. In support of the risk-based capital, Kim and Santomero (1988) 
noted that risk based capital adequacy requirements can eliminate the risk taking incentives 
provided the risk weights are chosen appropriately. 
Casu et al (2006) pointed out that the adequacy of capital does not solely depend on the 
volume of assets to be covered but is also affected by the asset quality. The riskier the assets, 
the higher the capital should be. However, if the asset portfolio of a bank is deemed to be too 
risky or its capital inadequate, the relevant supervisory agency can compel a change in the 
banks’ balance sheet (Fama 1971). 
As previously stated, inadequate capital held by banks in relation to the risks they bear can 
cause crisis and eventual bank failure. According to the Central Bank of Nigeria report 
(2004), capital adequacy appears to be the most important indicator of banking distress in the 
CAMEL (Capital Adequacy, Asset Quality, Management, Earnings and Liquidity) parameters 
used for the measurement of a bank’s quality and performance. This justifies the importance 
of capital adequacy requirement for the avoidance of negative externalities and instability in 
the financial system. 
 
In 1988, the committee on Banking Regulations and Supervisory Practices of the Bank for 
International Settlement set up a detailed framework for regulating capital, in a bid to create 
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uniform standards of capital adequacy across the financial systems. This is known as the 
Basel Accord.  
 
2.5.1 BASEL ACCORD 
Various countries set the minimum capital requirement of their banks and is governed by a 
regulation but the Basel committee gives a general guide and standard on the minimum 
capital required which is referred to as the Basel accord.  The Basel Committee (made up of 
central bank governors of the 12 large industrialised countries worldwide – Belgium, Canada, 
France, Germany, Italy, Japan, Netherlands, Luxembourg, Switzerland, Sweden, UK and US) 
on Banking Supervision recognised the need to strengthen the global banking system and to 
provide a more equal basis for competition between banks in various countries hence they 
harmonised the regulatory requirement for capital. The Basel Accord has contributed greatly 
to the recognition and prominence of bank capital as capital regulations are being made to 
account for the dynamic risks in financial innovations due to the fast changing world. 
 
2.5.1.1 BASEL I FRAMEWORK 
The 1988 Basel Capital Accord was established to converge the capital measurement and 
standards of the global financial systems. The accord was based on a risk-asset ratio approach 
with the capital ratio fixed at 8 percent of risk weighted assets. It focused on credit risk as the 
only and major risk banks are exposed to thereby disregarding other risks like operational and 
market risks. This has however been debated upon and resolved by introducing and making 
provisions for these risks in the revised accord.  Basel Accord recognises two basic types of 
capital; the core capital under Tier 1 and supplementary capital under Tier 2. The Tier 1 
capital is made up of equity shares and disclosed reserves. It is capital that is freely available 
for the absorption of losses without the bank having to discontinue operations. Tier 1 capital 
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is referred to as ‘core capital’ because it safeguards the survival of the bank and the stability 
of the financial system.  
Tier 2 capital includes all other capital that is debt capital instruments, general loan loss 
reserves etc.  
Basel 1 was seen as a good method for assessing capital adequacy since risk weights are 
assigned to assets according to credit type which implies that the riskier the loan, the higher 
the risk weights. This was justified by Basel Committee in their statement that, ‘a weighted 
risk ratio in which capital is related to different categories of asset and off-balance sheet 
exposure is the preferred method for assessing capital adequacy of banks’ (BIS,1988). In 
risk-based, the capital charge on on-balance sheet assets is 8% of the asset’s face value and 
the risk bands of one of 0%, 20%, 50% and 100%  to which it is assigned while off-balance 
sheet assets had to be converted to a credit equivalent and then weighted and assigned to the 
appropriate risk weight-band. 
Basically, Basel I is based on the minimum solvency ratio that expresses the relationship 
between the bank’s regulatory capital and its risk-weighted assets. The issues with Basel I 
amongst others include the fact that its treatment of capital was the ‘one size fits all’ approach 
in which it did not recognise the various financial activities of the banks. The accord widens 
the gap between the minimum capital imposed on the banks by the regulatory body 
(regulatory capital) and the required capital that the banks estimate in relation to the level of 
risks of their activities (economic capital).  Another set back for Basel I as identified by 
Dierick et al. (2005) is that the rules offer a simplified and rigid quantification of credit risk 
that are not in line with best practices applied by banks in their risk management. 
 
Finally, after about ten years of implementation of Basel I, it no longer seemed appropriate 
especially for the dynamic and diverse risky activities of the banks. The controversies and the 
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drawbacks of Basel I gave rise to a revised framework of minimum capital requirement – 
Basel II 
 
2.5.1.2 Basel II Framework    
In 1999, a revised framework of the Basel Accord was proposed for the consideration of 
important elements that were omitted from Basel I. The Basel II Accord is a regulatory capital 
framework that aims to build a solid foundation for prudent capital regulation, supervision 
and market discipline, as well as further enhancing risk management and financial stability.  
The new accord introduced a more direct treatment for off-balance sheet activities and 
recognises the different types of market risks which include equity price risk, interest rate 
risk, currency risk, commodity risk etc. and the operational risk in addition to the credit risk 
exposure of banks. 
 
Figure 2.1  The Basel II Accord 
 
Source: Casu et al 2006, pg. 187 
 
 
Pillar 1 Pillar 2 Pillar 3 
Market Discipline Supervisory Review Minimum Capital 
requirement 
Measurement of 
risk-assets ratio to 
include: 
 
• credit risk 
• market risk 
• operational risk 
Supervisors responsible for 
evaluating how well banks are 
assessing their capital 
adequacy needs relative to 
their risks. 
 
Encourage banks to develop 
internal assessment methods 
Encourage effective 
disclosure about: 
 
• risk exposure 
• risk management 
techniques 
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Basel II is anchored on three pillars. Figure 2.1 represents the features of Basel II;  
Pillar 1 sets out the new capital requirement for credit risk and operational risks charge;  
Pillar 2 recognises the roles of the supervisors which ensure that banks maintain the required 
capital in relation to the bank’s risk profile reviews the banks’ internal process to ensure that 
it meets the standard and gives the supervisor the power to take action. The supervisor can 
assess the individual bank’s activities in order to determine if they should maintain higher 
levels of capital than the minimum capital required in Pillar 1. The purpose is for early 
identification of unsound practice that could lead to bank failure. However, there were no 
specific details of how the supervisors should behave.  
Pillar 3 requires bank disclosure in order to enhance market discipline. This is to ensure 
transparency of information relating to their risk exposure, capital adequacy level and 
constituents parts of their regulatory capital. 
 
Basel Accord recognises economic capital as it allows the bank to determine its risk using its 
internal measurement and has been linked to the regulatory capital being a subset of the 
economic capital that includes only those set of liabilities that are recognised as capital. In 
Basel II, the adjustment made to the credit risk was to widen the range of the determinants of 
credit risk in order to tie closely the riskiness of particular activities (Jackson, 2001) thereby 
sensitising the risk profile for the computation of capital. A fundamental objective of the 
amended framework was to further strengthen the soundness and stability of the international 
banking system at the same time ensuring that the regulation will not be a major source of 
competitive inequality among the banks of the member countries. Another objective was to 
provide more calculation methods of increasing complexity and include incentives to enhance 
risk management by allowing banks that can identify their risk to save capital (Basel 
Committee, 1999).  
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With all the adjustments made in Basel I to bring about the Basel II, Basel II is yet to be 
implemented as it is still under review.  
 
2.6 The Nigerian Perspective 
In 2003, the Central Bank of Nigeria proposed the implementation of Basel II by the end of 
2006 which was supposed to be operated alongside with the new minimum capital. There are 
indications that effective implementation might not be feasible as the banks are yet to cope 
with the recent reforms considering the time frame and the implementation cost. The 
objective of the proposed implementation is to relate the capital requirement of Nigerian 
banks to their risk profile in a more risk-sensitive format and to broaden the requirements of 
the current minimum capital in relation to their level of operations. Basel II is a 
comprehensive set of regulations that has been set up by the Basel committee for those 
developed and ‘industrialised countries’ (as the G10 is called by Casu et al, 2006) with their 
system/economy ready to adopt the Accord within the specified period. This may not be 
practical for Nigeria as well as some other countries that may decide to adopt this Accord 
because of the intensive investments required for effective implementation. The 
implementation cost of training personnels, I.T development, software and others have posed 
as issues to be dealt with. Notwithstanding, the implementation plan still holds as all the 
twenty five banks have been informed and are preparing to comply with the Accord.  
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CHAPTER 3 
THE NIGERIA BANKING INDUSTRY 
 
3.0 INTRODUCTION 
As earlier mentioned in the chapter one, there have been several pressures on the Nigerian 
banking system from the past and ongoing reforms that have shapened the industry in both 
structural and operational aspects. This chapter gives an overview of the Nigerian banking 
sector and discusses the banking sector reforms as well as the reasons. 
 
3.1 OVERVIEW OF THE INDUSTRY 
The Nigerian banking industry is a developing sector that has gone through some radical 
changes over the past 30 years. In the 1960s, the sector was dominated by foreign owned 
banks while in the seventies and eighties, the public sector owned a few number of banks. 
From the mid 1980s, the private investors were allowed to own banks and this kept the 
number of banks on the increase since then. See Figure 3.2 for ownership structure in the 
Nigerian banking sector. 
Figure 3.2 The ownership structure of Nigerian banks pre- recapitalisation (1995 - 
2004) 
         
Federal Govt        2%
Foreigners           4%
State Govt           10%
Acquired by CBN  1%
Private Nigerians   83%
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Structurally, the sector is highly concentrated and fragmented in terms of the size, ownership 
patterns, profitability and competitiveness. According to the Central bank of Nigeria data 
(2004), the ten largest banks (made up of 3 first generation banks and 7 new generation 
banks) account for 50.01% of the total assets, 51.49% of total deposits and 43.27% of total 
credit. The three large banks in Nigeria that are referred to as first generation banks are banks 
that have been in operation longer than all other banks and have their origins traced to the 
colonial period (period before 1960). They are First Bank of Nigeria (formerly British bank 
for West Africa) established in 1894, union Bank of Nigeria (previously managed by 
Barclays) established in 1917 and United Bank for Africa established in 1949. They were 
originally foreign owned but were bought over by the Nigerian government in the mid 
seventies. In the period in which the banks existed, there was little or no competition and 
proper banking ethics were observed. 
 
Upon the liberalisation of the banking license in the mid 1980s, the industry was opened up to 
new entrants which resulted in the increase in the number of banks operating in the economy. 
The banking system became generally fragile and unstable as many other banks began to 
emerge, majority of which were owned by families and individuals, introducing all forms of 
unethical banking practices and with little regulatory supervision.  Many bank failures were 
however recorded while a few other banks were strengthened over the years. By the twentieth 
century, another set of banks began to dominate the banking sector. This was the second 
generation banks (these are banks that emerged in the nineties), most of which were privately 
owned. 
The industry became concentrated with the ten leading banks dominating over 50% of the 
industry assets, credits and deposits (See Figure 3.3) while the seventy-nine other banks were 
left with the balance (CBN, 2004). 
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Figure 3.3         Industry Concentration as at 2004 
Top 10 
banks; 
52%
79 banks; 
48%
 
Currently, there are 25 banks operating in the economy as a result of the recapitalisation and 
consolidation programmes. It is a surprise that the industry is still highly fragmented and 
being dominated by those banks. However, the latest reform programme aims to reposition 
the Nigerian banking industry in the global market and strengthen the financial sector.  
 
3.2 The role of Nigerian Banks 
The banking system is a major indicator of the wellbeing of the economy. The Nigerian banks 
play vital roles in the economy as they promote economic growth through the following;  
 
Intermediary Function: The basic function of the banks is financial intermediation. They 
transfer funds from the lenders/savers with surplus funds to the borrowers with shortage of 
funds through the financial markets i.e. reallocation of money. This is also known as indirect 
finance (Mishkin, 2004). Indirect financing is seen to be a more important source of finance 
than the securities markets because without the banks, it will be difficult for lenders and 
borrowers to identify credit worthy individuals whom they can deal with. The banks improve 
the efficiency of resource mobilisation by pooling individual savings. They provide a more 
efficient allocation of savings into investment than the individual savers can accomplish on 
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their own. This flow of savings into investment ensures that more goods and services can be 
produced which increases productivity and the general standard of living. 
In the process of intermediating, the banks carry out other functions which are mentioned 
below.  
Transaction costs: Nigerian banks transact at a lower cost than if the individual parties to the 
transaction were to deal directly. This is as a result of their large size and expertise developed 
that enable them to take advantage of economies of scale. The rationale behind this is that 
they are better able to reduce the costs and time involved in processing the transaction as they 
would normally be processing bulk transactions at almost the same cost of a single 
transaction. This function enables individuals to execute very little transactions at minimal 
costs as well as those with large amount of transactions. It is a mutually beneficial function as 
it is profitable for the banks as well as reduces costs to the customers. 
Liquidity Function: The provision of liquidity services is one of the functions of financial 
institutions. Individuals can deposit funds with banks in exchange for interest-bearing claims 
which can be withdrawn at anytime allowing for flexibility. These deposits are in turn made 
available to lenders in the form of loans. It is not at all times that the deposit institutions meet 
up with the depositors’ claim due to bad debts or spontaneous withdrawals. This is a risk to 
the depositor, but a positive risk as the deposits are usually insured and so they can always 
claim their deposits in the future. Also, these banks can transform illiquid assets of large 
denomination into smaller units of liquid liabilities. They borrow on a short-term and lend on 
a long-term which exposes them to credit risk on the lending and long-term liabilities and 
liquidity risk from the mismatch between the term structure of the assets and liabilities 
Risk Reduction: The banks absorb the risks associated with financial transactions. They act 
as a shield to lenders against the risk arising from borrowers’ inability to repay loan (credit 
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risk). They also help individuals diversify their portfolio by providing insurance and 
monitoring the progress of the transaction which is subject of the loan thereby lowering the 
risk to which they (individuals) are exposed.  
 
Asymmetric Information: In most transactions, one party always has the advantage of 
sufficient information than the other party about the transaction making it inaccurate to take a 
decision. The inequality in information knowledge and gap between the lenders and 
borrowers information knowledge is known as asymmetric information. This can lead to 
problems like adverse selection or moral hazard. “Adverse selection occurs when the potential 
borrowers who are most likely to produce an undesirable outcome are the ones who most 
actively seek out a loan and are thus most likely to be selected” (Mishkin, 2004). This 
problem is created before the transaction occurs. “Moral hazard is the risk that the borrower 
might engage in activities that are undesirable from the lender’s point of view, because they 
make it less likely that the loan will be paid back ”(Mishkin, 2004). This problem is created 
after the transaction occurs. The banks use their expertise to gain access to the information 
and profitably exploit them for economic benefits. They ensure that both parties involved in 
the transaction have sufficient information to take a decision in order to alleviate the fear of 
wrong transactions such as loans being made to bad creditors. 
 
Other roles include; 
• Facilitating a reliable payment system which supports the economy.  
• Increasing the proportion of societal resources devoted to interest yielding assets and 
long-term investments which facilitates economic growth 
• To provide a genuine platform for effective management of the economy. Banks are 
one of the instruments the government uses to stabilise the economy and control 
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inflation by manipulating variables such as interest rates and the quantum of credit, 
government is able to influence borrowing and spending within the economy. This in 
turn affects employment, production and prices. 
 
3.3  SUPERVISORY BODIES 
The industry is governed by the Central bank of Nigeria (CBN) which was established by the 
CBN Act of 1958. Among the bank’s primary functions, it promotes monetary stability and a 
sound financial system as well as acts as lender of last resorts to the banks. The Central bank 
of Nigeria was strengthened by the enactment of the banking decree of 1969 which 
empowered CBN to specify minimum capital/deposit ratio (Nwankwo 1980, Ekundayo 1994) 
and to impose liquidity ratios as well as place restrictions on loan exposure and insider 
lending (Oloyede 1994). 
 
The National Deposit Insurance Corporation (NDIC) was established through the 
promulgation of a decree in 1988 following the liberalisation of banking policy in order to 
strengthen the safety net for the banking sector. NDIC insures all deposit liabilities of licensed 
banks and other financial institutions operating in Nigeria, guarantees payments to depositors 
in event of imminent or actual suspension of payment by insured banks up to the maximum 
amount stated and assists monetary authorities in the formulation and implementation of 
banking policy to ensure sound banking practice and fair competition in the banking system. 
 
3.4 CAPITAL ADEQUACY OF NIGERIAN BANKS 
The capital structure of Nigerian banks differs from that of the non-financial institutions as 
most of the resources are supplied by the bank’s depositors. Their capital is made to be 
sufficient to absorb shrinkages in asset values and to maintain public confidence in the bank’s 
solvency. 
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Prior to 2005, there had been a significant decline in the capital maintained by the banks in 
relation to the risks they undertake. When the Central bank officials considered the state of 
the banks’ capital in 2004, it was observed that even the largest bank in the country had 
US$240million capital which is less than half of the capital base (US$526million) of the 
smallest bank in Malaysia whereas the banks were engaged in lots of risky operations 
including off balance sheet items. The Central Bank of Nigeria, in a bid to curb the unethical 
activities of the banks, periodically reviewed the capital base which is currently fixed at N25 
billion for all banks (See App 3) 
 
In Nigeria, capital adequacy was previously measured by the ratio of adjusted capital to total 
loans and advances outstanding until 1990 when the CBN was introduced the risk-weighted 
measure of capital adequacy recommended by the Basel Committee of the Bank for 
international settlements.  
The supervisory framework for the Nigerian banks requires 10 percent of the risk weighted 
assets as the minimum capital adequacy ratio with the risk weights attached to the assets as 
follows; 
       Net weighting %        Old weighting% 
i. Claims on banks in Nigeria     20                      0 
ii. Overdue balance with illiquid banks  100           0 
 
iii. Claims on banks outside Nigeria     
-     OECD Countries  20                      0 
- Non- OECD Countries                        100           0 
iv Placements with Discount houses  
v Certificates of Deposit 
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 - Negotiable         50                         0 
 - Non-negotiable      100          50 
vi Banker’s Acceptances      100                        20 
vii Industrial Investments     100                        50 
viii Loans to FG Agencies & Parastatals     100                          0 
ix Loans fully secured by Mortgage on  
residential property         100                        50 
 
Off balance sheet engagements currently attract a flat weight of 20% after applying some 
credit conversion factors. The resulting amount is multiplied by the risk weights applicable to 
the on-balance sheet equivalent. These credit factors include direct credit substitutes such as 
general guarantees of indebtedness band acceptances with the credit conversion rate of 100%; 
certain transaction- related contingent item (performance bonds, bid bonds, warranties and 
standby letters of credit) with the credit conversion rate of 50%; Short-term self liquidating 
trade related contingencies are assigned the credit conversion rate of 20%; Sale and 
repurchase agreements and assets sales with recourse (where the credit risk remains with the 
bank) are assigned the credit conversion rate of 100%; Forward assets purchases, forward 
deposits and partly-paid shares and securities which represent commitments with certain draw 
down have the credit conversion rate of 100%; Note issuance facilities and revolving 
underwriting facilities has the credit conversion rate of 50%; other commitments with an 
original maturity of over one year are assigned the credit conversion rate of 50%; and similar 
commitments with an original maturity of up to one year have the credit conversion rate of 
0%. 
The capital items are the paid-up shareholders’ equity, disclosed reserves, published retained 
profit or loss in Tier 1 capital and the undisclosed reserves, hybrid capital instruments, general 
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provisions, subordinated term debt in Tier 2 capital with general provisions restricted to a 
maximum of 1.25 percent of the risk assets and specific provisions for bad and doubtful debts 
is made to the satisfaction of Central Bank of Nigeria. 
The deduction of investment in financial services from total qualifying capital is appropriate 
while investments in unconsolidated subsidiaries and associates are treated like extension of 
credits and are risk-weighted accordingly.  
 
It is envisaged that the new minimum capital requirement would be adequately maintained as 
banks are encouraged with incentives to hold more than the required minimum capital. 
 
3.5 The economic reforms in the banking industry 
Between 1960 and 1967, Nigeria exhibited potentials to have a great and prosperous economy 
with abundant natural resources such as minerals and oil yet to be tapped. The oil resource 
dominated the economy accounting for 80 percent of federal government revenues and 95 
percent of foreign exchange earnings.  
In the early eighties, there was a collapse in the global price for oil and a sharp decline in 
petroleum output. This resulted in a dramatic reduction in the country’s public finance and 
balance of payment that brought to surface, the unstable nature of the country’s economic and 
financial positions. However, what served as a potential source of growth and development 
turned out to be a major cause of economic deceleration in the country (NCEMA, 2004). The 
neglect of all other sectors and concentration on the oil sector contributed to the negative 
trend in the Nigerian economic growth. 
The structural adjustment programme (SAP) was introduced to address the prevailing 
problems in the economy. Prior to SAP era, the banking sector had institutional issues for 
instance, there were little or no prudential guidelines with no limit to the capital base 
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requirements for banks until the adoption of SAP where N1 billion was prescribed for 
commercial banks and N500 million for merchant banks. In this era, the Nigerian banks 
experienced a policy shift from direct control to market based monetary management.  
The remarkable changes through which the Nigerian financial system has undergone in the 
recent times have shapened the industry in the aspects of ownership structure, operating 
activities and corporate governance. Reforms have become a regular feature in the Nigerian 
banking system as the authorities have learnt to proactively respond to challenges posed by 
the factors and developments such as systemic crisis, deregulation, globalisation and 
technological innovations (Imala, 2005). The earliest reforms date back to 1952 when a 
regulatory framework for banking supervision was intended. Then in the mid eighties, the 
government introduced SAP and consequently, several other reforms have been made towards 
a more risk sensitive system in order to efficiently manage risks.   
The size of the banking industry grew rampantly with varying sizes, some very small and 
undercapitalised which subsequently led to the periodical upward review of banks minimum 
operating capital. When the monetary authority realised that a well capitalised banking system 
would be effective for monetary management, the minimum paid–up capital of both 
commercial and merchant banks was raised from N20 million and 12 million to N50 million 
and N40 million respectively in 1990. A total of 26 banks that did not meet up with the 
existing requirement were liquidated in 1998.  By 1997 the minimum capital requirement was 
raised to a uniform level of N500 million across all types of banks that is both the merchant 
and commercial banks were recapitalised uniformly (See App. 3)    
In 2004, there was a change in power where a new governor for the CBN was sworn in. The 
governor strategically analysed the financial system and identified various weaknesses in the 
system. He passed the most recent reforms in 2004 which included the recapitalisation of 
banks from N2 billion to N25 billion with a mandate for all banks to meet the requirement. 
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The banks that failed to meet up were acquired, merged or liquidated. The reform was 
structured around thirteen factors. 
 
3.5.1 The 13 point Reforms (CBN, 2004) 
The CBN announced the 13-point reform in July, 2004 which included the following; 
a. Requirement that the minimum capitalisation for banks should be N25 billion with 
full compliance before the end of December, 2005 
b. Phased withdrawal of public sector funds from the banks 
c. Consolidation of banking institutions through mergers and acquisitions 
d. Adoption of a risk-focused, and a rule-based regulatory framework. 
e. Adoption of zero tolerance in the regulatory framework; especially in the area of 
data/information rendition and reporting. 
f. Expeditious completion of the automation process for the rendition of returns. 
g. Establishment of a hotline and confidential internet address for those who wish to 
share any confidential information with the Governor on the operations of any 
bank or financial system. 
h. Strict enforcement of the contingency planning framework for systemic banking 
distress. 
i. Establishment of Assets Management Company 
j. Promotion of the enforcement of dormant banking laws, especially those relating 
to the issuance of dud cheques, and the laws relating to the liabilities of the Board 
members of the banks in cases of bank failure. 
k. Revision and updating of relevant laws, and drafting of new ones for effective 
operations of the banking system. 
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l. Closer collaboration with the Economic and Financial Crimes Commission in the 
establishment of the Financial Intelligence Unit, and enforcement of the anti-
money laundering and other economic crime measures. 
m. Rehabilitation and effective management of the Nigerian Security Printing and 
Minting Company. 
 
Recapitalisation in point ‘a’ is one of the major elements of the reform that was required to 
restore the proper functioning of the banking sector. It formed the basis on which the other 
elements of the reforms were to be implemented such as consolidation of banks in point ‘c’, 
adoption of risk based regulatory framework in point ‘d’ and ‘e’ with reference to the Basel 
Accord and the establishment of Assets Management Company in point ‘i’ for the purpose of 
assisting the banks to manage the assets more effectively.  
Point ‘b’ implies that the banks over dependence on public sector funds will be reduced in 
order for the banks to source for deposits from the other sectors of the economy to effectively 
carry out their intermediation function. Also, the issue of reporting was considered in points 
‘e’ and ‘f’ where information and returns by the banks are required to be electronically 
maintained and placed online so that the issue of delays in rendering reports to the regulatory 
authorities will be completely eliminated. Another important aspect in the reform was on the 
laws and regulations safeguarding banking practice in Nigeria in points ‘j’, ‘k’ and ‘l’ which 
were to be revised and appropriate laws to be drafted for the effective operations of the banks 
and to guard against fraudulent practices such as money laundering and issuance of fake 
cheques. For the purpose of this study, the recapitalisation element of the reform will be 
focused on. 
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3.5.2 Reasons for the reforms 
The Nigerian economy has been faced with slow growth and advancement in the recent times 
(between the late nineties and the twentieth centuries) which has been traced to the banks’ 
inability to respond to the needs of a growing domestic economy and to meet up with the 
challenges of an increasingly competitive regional/global market arena.  Amidst the economic 
deterioration, banks deemed it as their priority to gain the largest market share without due 
consideration of managing risks. This resulted in a number of banks becoming distressed and 
going bankrupt thereby destabilizing the economy. 
 
The series of reforms that the Nigerian banking sector has gone through had the objectives to 
ensure economic stability and to facilitate the growth of the economy but none of these 
reforms completely achieved this. The CBN Governor (Soludo) in 2004 discovered that the 
Nigerian financial system was plagued with a number of structural and operational problems 
that hindered the healthy growth of the economy and identified the following reasons for the 
reforms; 
 
a. The need for a stronger banking sector 
Most of the banks in Nigeria exhibited their inability to maintain an efficient flow of funds 
within the country. The country’s reserves were actually deposited in foreign banks for the 
safety of the funds because of the banks’ low capacity. The banks were perceived to be too 
small to participate in loan syndicates and complex deals which left them with no option than 
to step aside for bigger foreign banks to handle. This in turn had a downward pressure on the 
cost of capital especially when it concerned the projects that were crucial to sustaining and 
broadening the country’s economic development. There was however, the pressing need to 
strengthen the banking sector in order for them to effectively carry out their intermediation 
role more aggressively.  
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b. Deviation from traditional intermediation role 
Most of the banks neglected their essential intermediation role of transferring funds from 
savers- households, firms, and governments that have saved surplus funds to borrowers - 
those that have shortage of funds (Mishkin 2005). This was evidenced in their apathy towards 
small savers such as the banks demanding from them unrealistic requirements in order to 
maintain a savings account. This heightened the problems of low domestic savings and high 
bank lending rates. It can be said that the number of banks (89) operating in the economy at 
that time (2004) contributed to the banks’ neglect as fierce competition was inherent in the 
system and most banks had to deviate by looking for other means of income in order to 
survive. 
 
c. Weak capital base 
The capital base of most banks was in the range of $7 to $15 million which did not meet to 
the 8% capital ratio of risky assets and was very low in comparison with banks of other 
developing countries like South Africa. For example, Stanbic bank, a South African bank 
operating in Nigeria was used as a standard for most of the banks in terms of their operating 
activities and the amount of capital held in comparison with the other Nigerian banks.  
Also, the average capitalisation of the Nigerian banking system ($2.4 billion) was low in 
relation to the economy size and could not adequately provide a cushion for risky lending 
without significant collateral. The specific objectives for the recapitalisation of the banks was 
to ensure that the banks have adequate capacity to absorb operational losses, support the 
economic development of the country, to be more effective in their intermediation role, and to 
be able to compete effectively in the global market. Also, a strong capital base is a basic 
indicator of solvency. It will only take careless risk taking for well capitalised banks to 
become insolvent.  
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d. Bank branches 
There existed a huge gap in the provision of financial services to a large number of people 
(both active rich and active low income savers) as a result of the number of bank branches 
that existed. The 89 banks that existed as at 2004, had a total of 3,382 branches which was 
relatively low in number considering the delivery and availability of banking services to at 
least 60% (estimate of adult bank customers) of the country’s total population of about 140 
million compared to the eight banks in South Korea that have about 4,500 branches with a 
total population of about 49 million. The non-availability of adequate financial services 
through bank branches led to approximately N400 billion that should have been deposited in 
the banks to be held outside the banking system by private individuals who also had low 
confidence in the system. This was also a resultant effect of the banks high demand for high 
net-worth deposits from government agencies, blue chip companies and rich individuals 
(Soludo, 2004) thereby disregarding small scale depositors or small savers.  
 
e. Poor Bank Rating  
On the general outlook, Nigerian banks are rated to be satisfactory but a comprehensive 
analysis carried out in 2004 by the CBN governor in which all the banks were rated showed 
that few of the banks were operating in line with best practices. The rating confirmed that 62 
banks were sound, 14 banks were at marginal while 11 banks were unsound. A bank is 
referred to be sound when the assessment of its financial condition and capacity meets up 
with its local currency obligations as and when due. There was the need to increase the 
number of the sound banks. 
f. Weak Corporate Governance 
Banking activities have a number of intrinsic risks that could endanger the entire financial 
system of an economy. Such risks as banks operating with high leverage causing them to be 
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vulnerable to losses as well as their dependence on depositors’ confidence and the financial 
markets for securing necessary funds have made the issue of corporate governance to be of 
high priority. According to Macey and O’Hara (2003), there are more stakeholders in the 
governance of banks than other businesses due to banks’ liquidity function and their role in 
promoting a healthy and stable economy. 
 
Corporate Governance is defined and practiced differently throughout the world, depending 
on the relative power of owners, managers, and providers of capital (Craig, 2005). Corporate 
Governance according to Solomon and Solomon (2004) “is the system of checks and 
balances, both internal and external to companies, which ensures that companies discharge 
their accountability to all their stakeholders and act in a socially responsible way in all areas 
of their business activity.”  
 
Corporate governance aims to protect the interests of all stakeholders and to maximise 
asymmetric information between bank managers, its owners and customers. The issue of 
principal-agent has been a notable problem in Nigeria. It’s been observed that most managers 
act in their own interest at the expense of the shareholders. This has basically resulted from 
the separation and control (Fama and Jensen, 1983). 
 
The Nigerian banks had weak governance as this was evidenced in the high turnover of their 
Board and management staff, the inaccuracy in their reporting and accountability, non-
compliance with the regulatory requirements and delays in the publication of their annual 
accounts as against the principle of market discipline. However, all these necessitated the 
need to ensure that there existed good practice of governance. 
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g. Over reliance on public sector funds  
The banks’ over dependence on public sector funds and neglect of the small and medium 
class savers led to problems of low domestic savings and high bank lending. According to the 
CBN governor’s report in 2004, the public funds were not uniformly distributed and so, there 
were banks with dependency ratios in excess of 50 percent. The effect of this was that the 
banks’ resource base became weak and volatile, making their operations vulnerable to the 
swings in government revenue due to uncertainties of international oil market. A withdrawal 
of the lump sum of public funds was sure to make the bank go bankrupt. One of the reasons 
for the reform was to reduce banks’ reliance on public funds as well as inter-bank funds. 
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CHAPTER 4    
RESEARCH METHODOLOGY 
 
4.0 INTRODUCTION 
This chapter explains the research method and design used in this research. The collection and 
analysis of data and information to achieve the objectives of this research is also described. 
There are two methods of research, these are the qualitative and the quantitative methods. The 
researcher is usually posed with the task of choosing the more appropriate research method in 
order to effectively tackle a research objective. Their choice for a particular method however, 
should be based on whether the researcher’s aim is to evaluate, predict or describe. The 
qualitative method of research was adopted 
 
4.1 QUALITATIVE METHOD 
Qualitative research is a process of inquiry with the goal of understanding a social or human 
problem from multiple perspectives; conducted in a natural setting with a goal of building a 
complex and holistic picture of the phenomenon of interest. Qualitative research represents a 
practical rather than an ideological choice (Becker H, 1998). 
The qualitative method was adopted for this research because it was deemed appropriate for 
the purpose of its in depth analysis and its grounded, discovery oriented, exploratory, 
expansionist, descriptive and inductive features (Deshpande, 1983).  
 
4.2 DATA COLLECTION 
Collection of data is an important stage in any research. This can be done through primary 
(Observation, interviews and questionnaires) or secondary (written documents) methods. 
Research of this nature will usually combine extensive literature with empirical studies of the 
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subject. The main source of data is from the Central Bank of Nigeria published reports and 
documents. Data was also gathered from the annual reports of the banks and documents of 
other regulatory bodies. These reports have adequate information on the implementation of 
the new regulation and the impact on the banking system as well as the economy. A total of 
twelve banks were interviewed because of accessibility, out of which seven banks responded 
and was supported with their published information. Data collected were used to give answers 
to some of the research questions. Other information were gathered from academic books, 
commentaries and press information 
 
4.3 STUDY DESIGN 
A more direct or personal interview was not done because of the distance and time limitations 
however semi structured interviews were conducted via emails and telephone.   
The top employees of the banks were interviewed to explore the various perspectives and 
views of the new reform and this was complemented by comments from non-employees and 
customers of the banks. Emails were sent to them explaining the purpose of the research in 
order to gain their confidence that such information disclosed would be used solely for the 
achievement of the objectives of this study. 
 
4.4 LIMITATIONS 
Most researches are not void of limitations as there are several factors that contribute as well 
as hinder the completion of the research. Due to time constraint, it was not feasible to 
personally visit banks for direct interviews; however, interviews were done through emails 
and phone calls. Some of the banks responded while the some others delayed in their response 
and eventually did not reply. Follow up calls were made to contacts in the banks but there 
were problems of not having the relevant employees around as some of them were on 
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vacation. Finally, the reform is still an on-going process which made the bank staff reluctant 
to release certain information. Their responses were given subject to projections and with 
uncertainty of what the effects may be in the future. 
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CHAPTER 5 
FINDINGS AND DISCUSSIONS 
5.0 INTRODUCTION 
This chapter discusses the states and features of the banking sector pre and post 
recapitalisation era. The response of the banks will be discussed as well as the impacts of the 
recapitalisation with respect to the economy, banking sector, customers/depositors and 
shareholders/investors. 
 
5.1 PRE - N25 BILLION CAPITAL BASE REQUIREMENT ERA 
The pre-N25 billion recapitalisation era is referred to as the period before the enactment of the 
new regulation on capital requirement which I refer to as the period from 1994 to 2004 in this 
project. 
Prior to 2005, there were as many as 89 banks operating in the economy (See Figure 5.4) with 
varying levels of size, expertise and financial capabilities competing for the same limited pool 
of deposits. Most of these banks had a capital base of less than US$10million and few 
branches in total of 3,382. The largest bank had a capital base US$240million which is less 
than half of the capital base (US$526million) of the smallest bank in Malaysia. 
 
The banks had high operational costs and huge fixed costs resulting to high average cost for 
the industry. However, the implication was on the cost of intermediation, spreading between 
deposit and lending rates. 
Also, the banks were faced with fierce competition placing them under undue pressure to 
engage in unethical practices as a means of survival. The central bank Governor (Soludo, 
2004) noted that some banks were not engaged in strict banking business in terms of 
 37 
intermediation role as they were trading in foreign exchange, government treasury bills and 
importation of goods from where the banks derived income. 
The regulators observed that the banks were over dependent on government deposits 
accounting for over 20% of total deposit liabilities; the CBN tactically withdrew about N74.5 
billion ($560million) government funds from the banks which caused the relatively small 
banks to panic thereby losing depositors’ confidence as they began to withdraw their deposits. 
CBN report (2004) stated that some of these banks that were significantly dependent on 
government funds defaulted in their financial obligation and had to be liquidated.   
 
As at the end of 2004, the CBN used the CAMEL parameters to rate the banks. It was 
discovered that there was a decline in the number the number of sound banks from 2001 to 
2004. The outcome was the classification of 62 banks as being sound, 14 banks were at 
marginal while 11 banks were unsound. 2 banks out of the 89 banks did not render returns 
during the period and so were not examined. The major problems of those unsound banks 
were persistent illiquidity, poor assets quality and unprofitable operations. On the general 
outlook, the common features of the banking sector in the pre-recapitalisation era were; 
 
NUMBER OF BANKS IN THE INDUSTRY 
The banking sector was quite large. From the mid to late nineties, there were over one 
hundred banks operating in the system. This number dropped over the years as a result of 
persistent distress occurring in the banking system. In 1994, there were 116 banks with 2547 
branches. The number of banks dropped to 89 as well as the branches. In 2004, there were 
still 89 banks despite the exit of some banks and new entrants into the industry with a total of 
3383 branches (see Figure 5.4). 
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Figure 5.4 
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Source: NDIC reports, 2006 
 
OWNERSHIP STRUCTURE 
According to Solomon & Solomon (2004), the ways in which companies are financed 
determines their ownership structure. The ownership structure of most banks in Nigeria 
moved from foreign ownership to a combination of both government and private individual 
ownership. Upon the liberation of banking license in the mid eighties, most of the new banks 
that emerged were privately owned hence, the industry had more private banking institutions 
than government owned (See Figure 3.2) 
 
NATURE OF COMPETITION 
As at 2004, there were 89 banks operating in the industry. Some were big and others were 
relatively small in terms of their business operations and total assets owned. According to 
CBN (2001), the structure of competition in the Nigerian banking industry shows that the 
industry is highly concentrated and oligopolistic in nature. While ten banks dominate, the 
other seventy nine banks compete at the rear (See Figure 3.3). The strength of these banks is 
reflected in their total deposits, loans and advances and total assets.  The industry was highly 
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competitive and the banks competed in terms of the number of branches, extensive networks, 
products and services as well as customer base (which reflects the level of confidence and 
loyalty depositor’s have in the banks). 
 
BUSINESS OPERATIONS 
Nigeria is a growing market for information technology which reflects in the banks receptive 
attitude towards new ideas for product innovation and delivery of service. The use of 
technology by most of the banks in carrying out their business operations gave these banks a 
competitive advantage over the other banks. The banks offered varieties of innovative 
products and services such as e-banking, mobile banking, online bills payment and others 
which largely depend on technological advancement from external and internal sources. Some 
of the banks like First bank, Union bank and UBA gradually had to migrate from the use of 
manual data storage and processing to the computerisation of banking operations. With time, 
the need to connect the branches together through networking emerged as it then became 
possible for online/real-time banking and automated banking; such banks as UBA and 
Guaranty Trust bank have been recommended for their online/real time banking through the 
networking of branches.  
Other operations which the banks were engaged are financial innovations which included off 
balance sheet transactions as well as other sharp practices to derive income. They used most 
of these as tools for survival in the highly competitive industry. The consequence was 
negative balance in the balance sheet arising from the huge costs of investments in I.T 
infrastructure and the increasing amount of off balance sheet transactions they carried out. 
Eventually, they gradually deviated from their intermediation role. An essential factor they 
lacked was service delivery to customers and the right attitudes of staff as little or no 
professional training was given to the staff in this aspect.  
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SOLVENCY/LIQUIDITY STATUS 
As most of the banks were heavily dependent on public sector funds, a withdrawal of the fund 
could cause such banks to fail. In 2004, when the announcement was made by the central 
bank to implement the 13-point reforms, many banks panicked as they were aware of the 
implications especially the banks that were in custody of public funds because the funds were 
to be withdrawn from their banks. The panic withdrawals by most bank customers led to the 
inability of some of the banks to meet up with their short-term obligations and consequently, 
they were barred from the clearing system because of their weak liquidity status. 
There was a high occurrence of non- performing loans especially as these loans were taken by 
insiders that is the directors and management who were unlikely to pay by due date causing 
the probability to default to be high. Insider loans accounted for about 65 percent of the total 
loans of most of the banks of which less than 1 percent was recovered by the Nigerian 
Deposit Insurance Corporation. 
 
BANKING SUPERVISION 
Banking supervision is the process of monitoring banks to ensure that they are carrying out 
their activities in accordance with laws, rules and in a safe and sound manner (Adam, 2004). 
According to Llewellyn (1986), it is a means of ensuring compliance with laid down rules and 
regulations and to determine their financial condition at any given time. In the context of the 
above definitions of banking supervision, it can be rightly said that the Nigerian banking 
sector has long been poorly supervised by the regulators who could not ensure that the banks 
operated according to the regulations safeguarding their practices. The laxity in the 
supervision consequently gave rise to most of the problems (earlier mentioned) that emerged 
in the banking sector. As at 2004 when there were 89 banks, one of the reasons given for poor 
supervision was the high number of banks in the industry which made it was almost 
impossible to effectively supervise all the 89 banks. 
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CORPORATE GOVERNANCE 
Poor ethical standards and lack of transparency were notable features of the banking sector in 
the pre-recapitalisation era. This was evidenced in the increase in the number of banks that 
were engaged in unethical banking practices such as providing misleading and ‘window 
dressed’ financial reports which made it difficult for the supervisors to detect potential 
problems. There were a number of problems with the banks’ corporate governance such as 
disagreements between the board and management, overbearing influence of the CEO 
especially in family-controlled banks, passive shareholders, abuses in lending for example, 
lending in excess of the limit and inability to plan and respond to changing business 
circumstances (CBN, 2006)  
Also, there was a major problem of weak internal control system which stemmed from the 
incompetence of the top management of most of the banks. Their negligent attitude towards 
maintaining sound internal control systems resulted in significant losses and frauds.   
There were consistent delays or non-publication of company accounts by the banks as against 
the principle of market discipline and disclosure in order to ensure sound banking system.  
 
BARRIERS TO ENTRY 
The entry into the banking market was not so restricted because of the weak supervision and 
the requirements for starting up banks were affordable. For instance, in the mid nineties when 
the capital requirement was quite low (see App. 3) and affordable, a lot of private individuals 
and families came together to set up banks. This led to an increase in the number of banks in 
the industry with various sizes and corporate culture.   
 
 
 
 42 
5.1.1 SOUNDNESS OF THE BANKING INDUSTRY IN THE PRE-
RECAPITALISATION ERA. 
The soundness of the banks is one of the key factors used to determine the state of the 
banking industry. Appendix 4 shows the data for parameters used to indicate the soundness of 
the Nigerian Banking industry from 2001 to 2004. The total assets value of the unsound banks 
was N72 billion in 2001 and increased to N170 billion by the end of 2002. In 2003 the total 
assets decreased to N157 billion and then increased to N219 in 2004. As at the end of 2004, 
the increase in the value of total assets of unsound banks was as a result of the increase in the 
number of unsound banks (14) that were carried over to the next year, 2005 (see Figure 5.4) 
and the acquisition of more assets which added to the total value of assets of unsound banks. 
It accounted for about 5% of the industry total asset. Also, there was a steady increase in the 
value of total credit of the unsound banks - N36 billion, N105 billion, N129 billion and N191 
billion in the years 2001, 2002, 2003 and 2004 respectively. This amount accounts for 13% of 
the industry total credit. Similarly, the non-performing credits amounted to N19.236 (14% of 
industry total) billion, N39 billion (20% of industry total), N98.350 billion (38% of industry 
total) and N149 billion (43% of industry total) in the years 2001, 2002, 2003 and 2004 
respectively. There was also a steady rise in the non-performing loans annually despite the 
improvement in the industry’s total assets value by the year end of 2004. 
Appendix 4 shows that insider credit increased over the years from N665 billion in 2001 to 
N13 billion in 2002, from N13 billion in 2002 to N17 billion in 2003 and from N17 billion in 
2003 to N58 billion in 2004. The constant rise in insider borrowing has posed problems to the 
industry as most times they are not repaid. 
The value of the adjusted shareholders’ fund of the unsound banks worsened off annually as 
seen in Appendix 4 and this is a possible effect of the deterioration in the asset quality of the 
affected banks. However, this effect did not reflect in the capital to risk weighted asset ratio in 
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the 2002 and 2004 as there was an improvement from negative 37% in 2001 to negative 9% 
in 2002 and from negative 148% in 2003 to negative 60% in 2004 although there was a 
substantial decrease from 2002 to 2003.   
Overall, the banking system as at the end of 2004 was in a deteriorating state with an increase 
in the number of unsound banks and non-performing loans.  
 
5.2 N25 BILLION CAPITAL BASE REQUIREMENT ERA 
 
Change is an inevitable occurrence that is required in almost every organisation or 
environment which could have a positive or negative outcome depending on how well it is 
managed as most reforms are changes that come with structural effects on the subject. 2005 
was a year of turnaround for Nigerian banks. Despite the debates and challenges against the 
recapitalisation, it turned out to be successfully implemented.  
 
There were resultant effects of the recapitalisation such major effect as the consolidation of 
banks. In order for the banks to meet up with the mandate, they had to raise funds through the 
stock market, private placement, foreign equity participation, group consolidation and 
mergers and acquisitions. The banks through rights issue, public issue and private placements 
raised over N406 billion as at the end of 2005 (CBN, 2005). This made the capital market to 
become more liquid and with increased activities in the stocks and shares of the banks. For 
those banks that could not raise adequate capital, they had to merge or be acquired by bigger 
banks. One of such banks is Allstates Trust bank which was acquired by Ecobank as it was 
unable to raise the regulatory capital before the due date (December, 2005). Others like ACB, 
Citizens Bank and four other banks merged to form a single bank (Spring Bank). In this case, 
all asset resources and liabilities were pooled together to meet up with the deadline for the 
recapitalisation.  
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Table 1 shows the capital adequacy position of the banks. The capital to risk weighted asset 
ratio increased by 2.64 percent from 2004 to 2005. This is a resultant effect of the 
recapitalisation as most of the banks had to raise capital through public offers in a bid to meet 
the N25 billion minimum capital. The ratio of capital to total assets for the industry also 
increased from 6.84% in 2004 to 8.64% in 2005. Also, adjusted capital ratio decreased from 
26.89% in 2004 to 20.44% in 2005 (See Table 1)  
 
Table 1  Indicators of capital adequacy position 
Capital Adequacy Indicator 2004 2005 
Capital to Risk Weighted Asset Ratio % 10.39 13.03 
Capital to total Assets % 6.84 8.64 
Adjusted Capital to Loan Ratio % 26.89 20.44 
Source: Bank Returns 
 
As at 2005, the aggregate assets of the banking sector was N4.39 trillion of which the 
aggregate loans and advances accounted for 33.65 percent (N1.48 trillion) and were the 
largest earning assets in that year. The total credit recorded a growth rate of about 30.32 
percent in 2005 compared to the pre-recapitalisation years; 12.7% in 2001, 12.8% in 2002, 
26.93 in 2003, 23.81 in 2004. It can be deduced that the credit grew at a steady rate over the 
years and was at the highest in 2005. The asset quality further deteriorated in 2005 with the 
ratio of non-performing credits to total credits at 24.1 percent representing an increase from 
the previous years.  
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Figure 5.5 
 
 
 
 
 
 
 
Source: NDIC reports, 2006 
 
Upon the consolidation, 25 banks emerged in 2005 from the 89 banks in 2004 while 14 banks 
were due to be liquidated. The new 25 banks accounted for 93.5 percent and 93.7 percent of 
total deposit liabilities and assets respectively while the 14 banks accounted for 6.5 percent 
and 6.3 percent of total deposit liabilities and assets respectively with a total branch network 
of 334. The 25 post-recapitalised banks have a total of N811 billion shareholders fund which 
is a 177.74% growth in relation to the pre-consolidated position. It is also evident from the 
banking activities that they have taken advantage of their expanded size as they are now able 
to operate on a larger scale of financial transactions. 
 
Also, the sector is still highly fragmented and dominated by a few banks despite the fact that 
all the banks have attained at least N25 billion paid up capital. The top ten banks in the post-
recapitalisation era control 66.6 percent and 72.3 percent of aggregate assets and total 
liabilities (respectively) in the system. These banks that are often referred to as mega banks 
because of their asset base, shareholders funds and financial transactions have now been 
positioned to participate in the high-end financial transactions with better risks and benefits 
profiles that have previously been beyond their reach due to inadequate capital.  
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Also, the recapitalisation resulted in the dilution of the ownership structure of banks as almost 
all the banks had to be publicly quoted on the Nigerian Stock Exchange (NSE) in order to 
raise capital through the capital market. This is likely to further strengthen the corporate 
governance especially with the reduction in government holding in the banks to a maximum 
of 10%. It is important to note that the real challenge for good corporate governance is not 
solely dependent on the ownership structure but the adequacy of internal controls and close 
monitoring by the supervisory or regulatory authorities. The CBN in its new regulations has 
defined and set the minimum standards in respect of corporate governance and undertake to 
ensure that the banks implement them. 
According to the CBN report on banking supervision (2004), the resultant 71% reduction of 
the number of banks in the industry has somewhat made it easier for effective supervision and 
enforcement of banking regulations with more banks being quoted which implies that the 
banks activities would be close monitored by Securities and Exchange Commission (SEC) 
and Nigerian Stock Exchange Commission (NSE). 
 
The injection of more capital into the banking sector will in no doubt address the rampant 
issues of weak capital and allow banks to play more effective developmental roles in the 
economy. One of such is that the post-recapitalised banking system is now perceived safe and 
sound and this has boosted foreign investors’ confidence in the country’s financial system. 
The market is however attractive to foreign investors as evidenced in the increased number of 
foreign entrants in form of partnerships and potential investors. There have been foreign 
investment inflows of about US$500 million after recapitalisation. Investors are beginning to 
enter into partnerships with some of the banks thereby creating opportunities for the banks to 
transact internationally and profitably in foreign markets.  
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In terms of barrier to entry, the bar (minimum capital being one of the bank requirements) has 
been raised by 1,150%. This has made it difficult for an average potential domestic investor to 
set up a bank and maintain at least the N25 billion minimum capital base.  
However, the level of financial intermediation is still very low when compared with their 
counterparts in other African countries. Nigeria has one of the lowest ratios of bank branches 
to population leading to meagre domestic savings- mobilisation and this accounts for the 
reason the economy remains cash-based as liquidity in the informal sector is concentrated 
outside the banking sector. With the current number of 4,500 branches which is higher than 
the total number of branches that existed when there were 89 banks, they are still not adequate 
to serve a population of about 80 million people (60% of Nigeria’s total population) as some 
people are still unable to reasonably hold savings account or gain access to financial services. 
This is partly due to the location of such areas as the villages where civilisation and 
technology are yet to be established thereby slowing down the setting up of branches in such 
areas. 
 
5.3 BANKS BEHAVIOUR AND RESPONSE TO RECAPITALISATION 
When the recapitalisation plan was announced, most of the banks thought it was one of the 
usual government policies. Initially they took it lightly as they believed it was an unrealistic 
task to be achieved within the time frame given. When the latest information on the increase 
of banks’ capital base from N2 billion to N25 billion was passed round by all the news media, 
it then got across to the banks that it was a serious issue.  
The Nigerian banks did not welcome the change in the capital regulation as they had become 
complacent with the old state of the system and deemed it to be appropriate as long as they 
were still having business operations. They least expected the kind of reforms that were 
passed especially the upward review of their capital base by 1,150%.  They had initially 
resisted the change and questioned the authority demanding a justification for the reform 
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because they perceived it was going to be a failure. The regulation soon became a subject for 
debates. 
 
The reform caused many banks to panic and this distorted their regular activities for the next 
few months as they looked for ways to raise funds. There were various options like mergers 
and acquisitions, public issue, foreign equity etc for the banks to raise funds. Some of the 
bank managers asserted that the least they wanted was to be acquired or merged with another 
bank because of the inevitable costs associated with mergers and acquisitions. However, they 
had to act fast to be able to meet the deadline.  Eventually, most of the banks were merged, 
acquired by another bank or acquired other banks with only few banks standing alone. Most 
of the banks became public limited liability companies (PLC) and were quoted on the 
Nigerian stock Exchange in order to raise equity from the capital market. 
In the course of raising funds to increase capital, the banks embarked on aggressive 
campaigns to attract investors. Pressurised by the new policy, they began to compel their staff 
to buy the company’s shares, they used laundered funds to boost their capital and utilised 
depositors’ funds to grant loans for share acquisition which exposed them to liquidity risk as a 
result of depositors’ fund being locked in long term equity. The challenge for the regulatory 
authorities was to verify the source of capital of all the banks. 
 
Figure 5.6  Banks’ Responses to the Recapitalisation 
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5.4  IMPACT OF THE RECAPITALISATION    
This research discovered that the recapitalisation scheme had some impacts on almost all 
aspects of the affected subjects. The change in the minimum capital requirement has driven 
structural changes as well as impacts on the banking sector, the economy, the depositors and 
the investors (shareholders). 
 
5.4.1 IMPACT ON THE ECONOMY 
 
Financial Stability 
It was feared that the introduction of the reform would cause instability in the system as there 
were so many determining factors against the successful implementation and possible failure 
was certain. However, the recapitalisation was a success. Rather than having most of the 
banks liquidated or running bankrupt, they began to merge or were acquired and so far, with 
the exception of the fourteen banks that were found to be insolvent, there have been no 
records of unsound banks. It can be said that the financial system has been strengthened and it 
is safe for investment. 
 
Costs of Consolidation/Recapitalisation 
The resultant effect of the recapitalisation is the consolidation of most of the banks in the 
sector. Generally, consolidation and restructuring comes with costs. According to the Banker 
(2006), Nigeria set a world record for the lowest cost of consolidation and bank restructuring. 
For instance, countries like Malaysia that have gone through this process had costs arising 
from bank failures, depositor bail-outs and others that were as high as 4% of gross domestic 
product (GDP) but the cost in Nigeria was about 0.7% of GDP. However, the reform attracted 
cost of over N40 billion (CBN, 2005) from the central bank and NDIC for such costs as 
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deposit insurance of failed banks and job losses estimated to be in thousands resulting from 
the liquidations, mergers and acquisitions of banks. 
Unemployment  
As a result of the merger and acquisition, the responsibilities had to be reassigned and offices 
were restructured. The resultant effect was the eliminating of duplicated offices thereby 
leading to loss of jobs although many staff were compensated but were rendered jobless. 
Also, the banks that were liquidated because of their inability to meet up with the minimum 
capital requirement resulted in job losses. This obviously increased the rate of unemployment. 
 
Foreign Investment 
The Nigerian economy has regained foreign investors’ confidence in the system as a result of 
its stability. Nigeria is known for its petroleum resources which is a major source of revenue 
to the economy. However, with the recapitalization of the banks, the economy recorded 
inflow of more than $500 million in foreign direct investment as the highest amount ever in 
one year into a non-energy sector. 
 
 
5.4.2 IMPACT ON THE BANKS    
 
Mergers and Acquisition 
Most of the banks that existed before the recapitalisation were quite small in terms of their 
assets size, profitability, deposits and capital base. This contributed to the fragility of the 
system and the frequent bank failures in the past years. Upon the recapitalisation, those banks 
that could not raise more capital to meet up with the required amount at the specified time had 
to merge or be acquired by the stronger and bigger banks or face the consequence of 
liquidation. Also, those banks that were weak to stand alone or compete favourably with other 
banks were either merged or acquired; three to five banks got together to form a bank. The 
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consolidation produced 25 banks (See Figure 5.4) out of 89 banks with increased volume of 
transactions as a result of the increased banks’ size, services and increased funds to manage. 
Some respondents described the merger as a difficult task because they were faced with the 
integration problem due to the differences in organisational culture adopted by the pre 
merged/acquired banks. There were such cost implications as branding, advertising and 
creating awareness to the public on the restructuring of the banks. 
 
Foreign partnerships/entrance 
Prior to the recapitalisation era, only a few banks had dealings with foreign banks due to their 
lack of confidence in the Nigerian system. The instability of the banking sector was a 
contributory factor to the loss of confidence by investors (both local and foreign) in the 
system. Recently, about fourteen banks have gone into partnerships with big banks and asset 
managers of highly industrialized nations. The motivation for the domestic banks was to take 
advantage of the incentive given to them to manage the country’s foreign reserves which have 
long been managed by foreign banks. Table 2 below shows the local banks that have entered 
into partnership with foreign corporations. As at 2006, each of these groups was given $500 
million of the country’s external reserves to manage.  
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Table 2  Nigerian Banks and their Foreign Partners 
Local Banks Foreign Partners 
Union Bank of Nigeria Plc Black Rock  
Zenith Bank Plc, J.P. Morgan Chase  
First Bank of Nigeria Plc H.S.B.C  
IBTC Chartered Bank Plc Credit Suisse  
GTBank Plc Morgan Stanley  
Bank PHB Plc Fortis 
Fidelity banks Plc Investec  
Access Bank Plc ABN Amro  
Oceanic bank Plc Cominvest  
Ecobank Plc ING  
Stanbic Bank plc Bank of New York  
Diamond Bank Plc Crown Agents  
 
(http://myafrica.wordpress.com/2006/10/06/nigeria-foreign-reserves-gt-bank-zenith-12-others-get-7-billion/) 
 
Competition 
The reform has in no doubt increased competition in the banking sector. The banks have been 
compelled to be more innovative in order to survive the fierce competition in the industry. 
They are using all sorts of competitive tools such as business skills, innovative products and 
services and others in order to become the industry leader. Innovation of products and 
services has been their most powerful tool used in attracting potential customers and 
investors. Such products include well packaged loans and advances, automated banking 
services, e-banking, mobile banking and personalised services.  
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Banks Capital and Market Capitalisation 
All the banks now maintain the minimum capital base of N25 billion. Banks like are First 
Bank, UBA, Zenith Bank, Intercontinental Bank and Union Bank are referred to as the most 
capitalised banks as they have moved ahead to hold more than the regulatory capital. 
According to Alfon et al (2004), banks hold more than the regulatory capital as a result of 
how decisions on capital are taken within the firm, market discipline and regulatory 
requirement. One of the notable reasons why some of these banks are actually raising the 
amount of capital they hold is because of the central bank’s incentive of the management of 
the country’s foreign reserves by any bank that raises their Tier 1 capital to N1 billion as well 
as maintaining above the minimum capital.  
CBN noted that the aggregate capitalisation of the Nigerian banking system has increased 
from N327 billion pre-recapitalisation to N755 billion post recapitalisation. This will enable 
the banks to participate effectively in financing huge transactions both domestically and on 
the multinational level in other sectors such as oil and gas, telecommunications and aviation. 
So far as shown in Figure 5.7, First bank, United bank for Africa, Zenith bank, 
Intercontinental bank and Union bank of Nigeria have been adequately capitalised with Zenith 
bank being the leader but closely followed by First bank and Intercontinental. Their shares in 
the stock market have also recorded an increase from 24% to 38%. The challenge is how long 
they will maintain this status considering that this may be an immediate reaction to the 
pressure posed by the reform process.  
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Figure 5.7    Market Capitalisation 
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Asset Quality and Structure  
 
Prior to the recapitalisation, the banks had poor asset quality. With an enlarged capital base, 
most of the banks non-performing loans have reasonably decreased only a few still have 
questionable asset quality which was as a result of the merger with banks that had lower asset 
quality. However, the resultant pressure form the new state of the industry will cause them to 
grow risky assets which may lead to deterioration in asset quality.  Figure 5.8 shows the 
structure of the banking sector’s assets in the pre and post recapitalisation eras. It shows that 
the proportionate claims of the banks on the government and private sectors declined after the 
reforms in 2004 while the unclassified assets increased organically. This implies that the 
banks now have an alternative investment that is more profitable than lending and depending 
on the government sector. 
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Figure 5.8 
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Source:  NDIC, 2006 
 
 
Public Listing in the Stock Exchange Commission 
 
Almost all the banks have become public limited companies (PLCs) and are listed on the 
Nigerian Stock Exchange. Some other banks like Guaranty Trust Bank have moved a step 
ahead by being quoted in the capital market of foreign countries. This implies that the 
previously family-owned and controlled banks with poor banking practices and slack control 
will now have a mixed ownership structure with better supervision by the Nigerian stock 
exchange, security exchange commission and other regulatory authorities. 
 
Credit Rating 
The leading domestic credit rating agency, Agusto & Co. as well as other foreign credit 
agents, Standard & Poor’s and Fitch are well respected in Nigeria. Hence, a high credit rating 
by any of these agents gives potential clients great confidence in the bank. The credit ratings 
of most banks which shows the soundness and stability of the banks have improved. 
Guarantee Trust Bank is being rated Aaa by the Agusto & Co., AA- by Fitch and BB- by 
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Standard & Poor’s. This is confirmed to be the best ratings assigned by the two internationally 
recognised agencies to a Nigerian or West African based bank.  
Generally, the banks have maintained ratings between the A’s and B’s which is a good 
indication of financial strength and stability and Nigeria has been rated BB- by both Standard 
& Poor’s and Fitch which also shows that there have been significant improvement in the 
financial system.   
 
Risk Management 
The banks’ attitude towards risk management has been a long standing issue. My interviews 
with some managers indicated that they have become more risk conscious in terms of 
managing risks which has enhanced risk management capacity within the banking system. 
However, the banks will need to further enhance their risk management skills and acquire 
more skills. The intensified competition has made banks to have structured departments 
charged with the responsibility of identifying, measuring and assessing risks. 
 
 
5.4.3 IMPACT ON THE CUSTOMERS/DEPOSITORS 
 
 
Financial Access 
For quite sometime, it has been a challenge to customers in gaining access to financial 
services and products simply because they often times do not meet the high demands of the 
bank. It was a common feature in the pre-recapitalisation period that large companies tend to 
be well catered for than small companies in terms of credit facilities. Sometimes, the non-
availability of branches within the reach of the customers hindered their efforts in trying to 
carry out financial transactions. However, with the recapitalisation there are policies that have 
been put in place to ensure that the general public enjoys financial services and products. 
Also, more branches being set up in almost all reasonable locations in the country as well as 
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self service machines such as ATMs. The increased cost of capital has also altered the 
perceived attractiveness of the individual products and services of the banks which have led to 
strategic shifts as the banks respond to the new environment. The banks are using all sorts of 
competitive tools such as business skills, innovative products and services including excellent 
customer service in order to become the industry leader. This is quite beneficial to the 
customers who have expressed their satisfaction in their transactions as there is availability of 
new products and services at a faster rate and fair cost.  
 
Also, the further contraction of the banking sector to 25 banks with considerably big sizes has 
outrightly eliminated medium and small sized banks which indirectly has crowded out small 
savers and borrowers such as the small and medium-scale enterprises. Regulations will have 
to be put in place to protect their financial rights as they represent the real economy and are 
the key growth drivers in any economy (NDIC, 2004).   
 
Loans and Advances 
With the new developments in the banking sector, banks have become quite prudent and 
careful in their lending practice. They would only lend out funds if they are certain of the 
profitability on operations and on the accounts of the borrowing-company requesting for the 
facility. This however implies that the banks would evaluate and assess the business 
operations of borrowers and would rate them accordingly in terms of their probability to 
default. The potential borrowers would now have to look for ways to make their business 
attractive as borrowers with poor credit profiles may not have access to banks’ credit 
facilities. Another option for the borrowers may be to utilise the advantage of the long 
standing relationship they have maintained with the bank. Since the banks have to an extent 
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sufficient information from past transactions with the borrower, the risk can be assessed 
which will enable the bank take a decision.    
 
Also, the new banks were expected to lend at highly reduced interest rates after the 
recapitalisation but their rates have rather remained as high as 18% to 22% per anmum. This 
is not a resultant effect of the reforms but from the country’s deficiency in the provision of 
basic amenities such as power supply. However, the banks are still being compelled to bring 
down the lending rate to 10% 
 
Protection of depositors’ funds 
 
A common response from some bank depositors interviewed concluded that the bigger looks 
of the banks are perceived as being safer and capable of managing funds thus, their 
confidence has been boosted with more savings in the banks and less cash to hold. Also, the 
improved policies that have been put in place to safeguard depositors funds for instance there 
has been an upward review of the maximum deposit insurance coverage from N50,000 to 
N200,000 and a downward review of the premium rate paid by the insured companies (NDIC, 
2004). This implies that the depositors have better insurance cover.  
 
 
5.4.4 IMPACT ON THE SHAREHOLDERS 
Injection of capital 
The increased minimum capital implied that more funds were to be injected into the banks by 
shareholders and investors. The availability of adequate capital to be held has resulted in 
investors or shareholders huge commitment to the ongoing viability of the bank as a result of 
their increased stake. 
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Return on Investment 
Banks like many other corporate institutions have the main objective to maximise 
shareholders’ wealth. Shareholders are more or less owners of the business (banks) who have 
their stakes in the business and provide capital required by the banks. It is only natural that 
they demand a return on their investment (equity). The recapitalisation implied more capital 
to be raised and this has posed a challenge on the effective utilisation of the capital to generate 
commensurate returns. However, banks like Zenith, Guaranty Trust Bank, First Bank, UBA 
and some others have recorded increased profits and declared dividends since the reform. It 
also reflects in the capital market which shows that the banking sector stock constitutes about 
66 percent of the total stock traded in the capital market with a steady rise in share price (See 
App. 6).   
 
Corporate Governance    
 
The government recognised corporate governance as one of the most important variables in 
the survival and growth of the banks and introduced new laws and guidelines to promote 
corporate governance. The Nigeria Deposit Insurance Corporation (NDIC) Act of 1988, the 
Company and Allied Matters Act (CAMA) of 19990, the Prudential Guidelines, Statement of 
Accounting Standards (SAS 10), the Banks and other Financial Institutions (BOFI) Act of 
1991, Central Bank of Nigeria (CBN) Act of 1991 are the regulatory bodies that will ensure 
the proper ethics and practices as regards governance. Checks have been put in place against 
governance abuses on the emerging recapitalized banks as well as creating awareness of the 
importance of good governance and proper appointment of knowledgeable, experienced and 
skilled board members. The corporate governance has improved since the reforms as the 
banks are now obligated to give full disclosure and reporting especially such information as 
where shareholders rights and wealth are protected and assigned in line with international best 
practices. Also, the risk management processes of the banks have been reviewed by reputable 
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rating agencies who have confirmed proper practice by the banks with established units 
specifically for risk management.  
All these mechanisms have been easily presented, only time will tell if the banks will 
effectively implement and sustain them over a long period of time considering the issue of 
agency problem in the sense that the banks are supposed to ensure that the new capital will 
return satisfactory benefits to the shareholders.  
 
5.5 BASEL II CAPITAL ADEQUACY REQUIREMENT AND NIGERIA’S N25 
BILLION CAPITAL 
 
Basel II is known for its advanced and complex process with huge cost of investment for 
implementation by any country. This has slowed down the implementation by many countries 
especially developing economies like South Africa because of their inability to effectively 
adopt and finance the system. However, Basel II is most appropriate for this fast developing 
business and financial world with banking trends towards secular activities and financial 
innovations. Basel II adopts the risk based approach that has been made sophisticated to 
adequately assess risks arising from banks innovative activities in order to determine the 
minimum capital required.  
 
In contrast to Nigeria’s N25 billion minimum capital, there was no explicit basis for setting 
the capital. It adopts the one size fits all approach as the same amount of capital to be held 
was assigned to all banks irrespective of their sizes and their risky assets and activities. The 
implication of this is that the capital might not be appropriate for all the banks in the near 
future especially when they become larger than what they are currently and have to operate on 
a more risky level in which the N25 billion buffer may not be able to contain.  
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However, the Nigerian regulatory capital is less risk sensitive and not weighted against 
individual banks’ risk profile compared to Basel II. The proposed implementation of Basel II 
in the Nigerian banking system is going to contribute immensely to the risk management 
which will serve as a competitive advantage to the compliant banks in the financial system 
but the challenge for effective compliance is the substantial investment involved. The 
government’s intention to introduce Basel II seems rather too early considering the fact that 
the banks are yet to adjust to the new capital requirement and be able to sustain it over a long 
period of time. It is definitely going to pose as a challenge to the banks in terms of 
compliance cost and other complexities of Basel II. Even the stronger economies still have 
problems with the effective implementation of Basel II. 
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CHAPTER 6 
CONCLUSION AND RECOMMENDATIONS  
 
As the world moves towards globalisation, reforms in all aspects that positively affect the 
Nigerian economy have remained critical and important. Nigeria, having gone through series 
of reforms for over a decade now has an improved economy especially in the financial sector. 
This study has shown that the essence of the Nigerian recapitalisation is to ensure a smooth 
and sound development of the country’s financial sector and the economy in the changing 
face of the global environment. However, the issue of shareholder’s value is increasingly 
important to bankers who must compete to obtain capital resources in a highly competitive 
environment. As banks expand they may find that their risks increases and have to compete 
for capital not only with their domestic counterparts, but also with investment funds, asset 
management firms, investment banks and insurance companies.  
 
From my research findings and the reports on the banks, it was discovered that some banks 
are now using the capital acquired as a form of competition to become the industry leader and 
to attract attention other than to use it in the economical sense. The rate at which the banks are 
growing calls for concern by the supervisory bodies because they are desperate for capital and 
are ready to source for these funds from anywhere and anyhow using both ethical and 
unethical means. The concern is that the N25 billion capital base may be too large for 
effective management by the banks which may result in the banks’ inability to give adequate 
and commensurate returns on such amount of capital to the shareholders. 
 
The new capital requirement which represents a 1,150% increase from the previous minimum 
capital is believed to be a baseless and unrelated amount to risk as the basis for setting the 
minimum capital was not explicitly risk related. The approach is that of the ‘one size fits all’ 
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which might soon become inappropriate for the banks considering their sizes and their 
intended operations beyond the Nigerian boundaries. The proposed implementation of Basel 
II in the Nigerian banking system is going to contribute immensely to the risk management 
which will serve as a competitive advantage to the compliant banks in the financial system 
but the challenge for effective compliance is the substantial investment involved.  
 
This study did not intend to give a complete analysis of the impacts as the reform is an on-
going exercise and the post – recapitalisation effects are yet to be discovered however, the 
state of the banking industry before and after the recapitalisation have been discussed with 
highlights on the effects. It will only take sometime for it to manifest. Nigerian banks have 
good prospects to grow beyond their immediate boundaries and should act proactively to 
seize any opportunity available to them to operate internationally. 
In conclusion, the reform/recapitalisation brought about change management in terms of 
resizing, re-engineering, business turnaround, re-focusing, innovations and others thereby 
providing opportunities for the banks to go into foreign markets. It is hoped that the effective 
implementation and adherence to the guidelines would be a going concern and not for the 
short term. Finally, it can be said that with the current trend in the banking sector, there will 
be further creation of shareholders’ wealth through the diversified and off shore banking 
which will be developmental to the Nigerian economy with the hope that it becomes highly 
competitive in Africa and the global financial system. 
 
I have proposed the following recommendations for the banking industry and the regulatory 
bodies; 
Banking Industry 
It was observed that the banks have been raising their capital in order to become the industry 
leader rather than pursuing their main objectives. However, I will expect that the primary 
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objective of the banks should be to maximise shareholders’ value by increasing their customer 
database and offering innovative products and services to be made available to all which will 
in turn yield profits for the shareholders. Also, the restructuring of the bank capital has also 
led to the restructuring of the banks therefore, it will be best for the banks to strategise and 
grow their customer base at the same time compete successfully in the industry. 
 
Some banks are still slow in embracing technology and innovations which is a drawback that 
could hinder such banks from competing favourably. I suggest that the banks should focus on 
developing innovative financial products and service as they migrate into the extended market 
in order to compete favourably in both the local and foreign markets.  
Considering the fact that most customers are price sensitive, the banks should devise ways to 
render quality financial services at reasonable rates. Also, it would be important for the banks 
to build up their relationships with depositors by informing them about their products and 
services so that the depositors/investors can develop trust and confidence.  
 
The banks can concentrate on a niche market in which they could improve on their core 
competence and grow their market share at the same time deliver quality service rather than 
generalising their business. With this, they can profitably yield returns on shareholders’ 
investment. 
 
Almost all the banks are appearing new and different as a result of the mergers and 
acquisitions. For instance, some banks like ACB International, Citizens bank and four other 
banks were merged and established under a completely different brand name (Spring Bank). 
In such a case, they should embark on aggressive marketing and create awareness to reiterate 
their identification with new brand name especially for those banks that had competitive 
advantage and were the industry leaders prior to the consolidation. While those banks that had 
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weak brands before consolidation (having been taken over by stronger banks) should 
campaign under the new brand name with existing competencies if any. 
 
The bank recapitalisation and consolidation resulted in increased volume of activities and 
funds. According to some of the bank staffs that were interviewed, they commented on their 
lack of experience and skills to manage the huge capital effectively. They mentioned that the 
volume of business transactions has increased in the recent years and they are faced with the 
problem of a few number of staff handling high volumes of transactions. However, I suggest 
that proper training should be given to bank staff and managers to enable them manage the 
activities and run the bank professionally. 
 
Supervisory Authorities 
The huge complexity of the reforms embarked upon by the Central Bank of Nigeria demands 
caution, constant reappraisal of strategies and actions to tackle the identified and unexpected 
challenges. The supervisory authorities should ensure that these reforms are effectively 
supervised and verify all processes involved such that it remains a going concern and not just 
for the short-term   
 
The new state of the banking industry is highly competitive. I would expect that the regulators 
bear the responsibility of checking that a healthy competition exists in the industry. 
It has been a norm in the banks that the chairmen and directors take advantage of their 
positions to abuse single obligor limit for credit or loans which eventually culminates into 
non-performing loans. The regulators should effectively monitor the lending patterns of the 
banks especially when it has to do with insider lending.   
On the issue of proper disclosure of information by the banks, I recommend that the 
regulators monitor this and ensure that all banks comply with the disclosure principle. 
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With the amount of capital which seems to be too much cash in the manager’s possession, 
there may be the risk of the managers running the company in their own interest as against the 
shareholders’ interest. Also, the increased fund in the banks is vulnerable to the problem of 
lack of control by the inexperienced managers. Therefore, the supervisory authorities should 
be more cautious and exercise effective control in the aspects of governance and bank 
practices. 
 
The 1150% increase was a drastic one that should have determining factors of the minimum 
capital set. Surprisingly, the N25 billion recapitalisation has not been properly explained as to 
how it was arrived at. It is important that capital is set in relation to the risk the banks 
undertake therefore, I recommend that the setting of minimum capital in Nigeria should be 
risk based and be measured using a standardised method that is universally acceptable 
considering the fact that these banks are going to be operating globally as well as partnering 
with international banks.  
 
However, these questions are proposed and are subject to further research – Is it possible that 
the minimum capital would be appropriate in 5yrs time considering the rate of advancement 
and growth of the business world. If not, what will the next minimum capital be and on what 
basis? 
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APPENDICES  
 
1. EXCHANGE RATE OF NAIRA   
$1 = N135 
£1 = N257 
 
Nigerian Currency is represented in Naira (N)    
 
 
2. LIST OF THE 25 BANKS IN NIGERIA AFTER THE RECAPITALISATION 
 
1. ACCESS BANK    16. SKYE BANK 
 
2. AFRIBANK NIGERIA PLC  17. SPRING BANK 
 
3. DIAMOND BANK   18. STANBIC BANK 
4. ECOBANK PLC    19. STANDARD CHARTERED BANK 
5. EQUITORIAL TRUST BANK   20. UNITED BANK OF AFRICA 
 
6. FIRST CITY MONUMENT BANK 21. STERLING BANK 
 
7. FIDELITY BANK     22. UNION BANK 
 
 
8. FIRST BANK PLC    23. UNITY BANK 
 
9. FIRST INLAND BANK    24. WEMA BANK 
 
10. GUARANTY TRUST BANK   25. ZENITH BANK PLC 
 
 
11. IBTC CHARTERED BANK  
 
12. INTERCONTINENTAL BANK  
 
13. NIGERIA INTERNATIONAL BANK 
 
14. OCEANIC BANK  
 
15. PLATINUMHABIB BANK PLC 
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3. MINIMUM PAID –UP CAPITAL REQUIREMENTS FOR BANKS IN 
NIGERIA 
 
Period Type of Banks  Naira N(‘000) 
1969-79 Indigeneous 
Commercial 
600 
 Expatriate Commercial 1,500 
 Merchant 2,000 
1988-89 Commercial 10,000 
 Merchant 6,000 
1989-91 Commercial 20,000 
 Merchant 12,000 
1991 Commercial 50,000 
 Merchant 40,000 
1997 Commercial 
&Merchant 
500,000 
2000 Commercial 
&Merchant 
1,000,000 
2001 Commercial 
&Merchant 
2,000,000 
2004 Commercial 
&Merchant 
25,000,000 
 
The minimum paid up capital for merchant banks was first introduced in the early 1970s. 
Following the indigenisation decrees in the mid 1970s, the separation of expatriate and 
indigenous banks removed. 
 
Source:    Ogunleye (1991); Nwankwo (1980: 52); CBN (2004)  
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4. SOUNDNESS OF THE BANKING INDUSTRY (PRE-RECAPITALISATION) 
 
Dec. ‘01 Dec ‘02 Dec ‘03 Dec ‘04  
    Parameters Unsound 
banks 
Marginally 
Unsound 
banks 
Industry Unsound 
banks 
Marginally 
Unsound 
banks 
Industry Unsound 
banks 
Marginally 
Unsound 
banks 
Industry Unsound 
banks 
Marginally 
Unsound 
banks 
Industry 
Total Assets 
(Including OBS 
items) N bill 
72,935 190,092 2,449,111 170,929 251,477 2,980,487 157,65 155,360 3,365,210 219,790 402,840 4,046,990 
Total Deposit (N 
bill) 
44,288 108,602 1,017,196 88,109 126,121 1,226,624 69,390 87,130 1,415,780 108,890 226,850 1,814,750 
Total Credit (N 
bill) 
36,992 86,072 803,046 105,093 111,615 938,690 129,880 76,230 1,205,030 191,940 214,080 1,519,760 
Non-performing 
credit (N bill) 
19,236 16,190 135,737 39,974 29,256 199,623 98,350 12,310 260,190 149,570 47,350 350,820 
Insider Credit (N 
bill) 
665 9,850 29,857 13,647 5,547 46,773 17,88 2,240 59,590 58,350 14,440 113,220 
Adjusted 
Shareholders’ 
Fund (N bill) 
(9,950) 7,301 183,767 (10,826) 19,278 229,889 (75,660) 10,170 211,110 (84,080) 37,160 289,830 
Recapitalisation 
Reqt. (N bill) 
12,067 1,860 0 20,593 0 0 79,720 0 0 98,100 0 0 
Capital to Risk 
Weighted Assets 
Ratio (%) 
(37.60) 6.38 17.68 (8.87) 13.58 17.75 (148.94) 10.22 14.78 60 13.71 13.16 
Non-performing 
loans to total loans 
(%) 
61.64 53.78 55.55 6.21 61.69 69.15 75.73 16.15 21.59 77.93 22.12 23.08 
Gross Loans to 
Deposit Loans (%) 
82.62 78.50 71.60 119.27 88.50 76.53 187.16 87.48 85.11 176.26 94.37 83.75 
Ratio of insured 
deposits to total 
(%) 
31.26 42.33 31.29 37.91 34.84 27.29 40.46 28.57 24.92 31.69 21.79 22.08 
 
Source: NDIC Report 
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5. BANKING SECTOR PERFORMANCE 
 
 
Basic Indicators of Banking Sector Performance  
 
Period 
 
Pre- Recapitalisation Era 
Recapitalisation 
Era 
Item 1994 1997 1998 2000 2002 2004 2006 
No. of Banks 116 115 89 89 89 89 25 
No. of Bank Branches 2547 2477 2220 2306 3123 3382 4500 
Total Assets Base of Banks 
(N'Billion) 
357.5 681.7 818.4 1707.0 2980.4 4046.9 6555.0 
Total Assets Base of Banks ($ 
'Billion) 
16.2 31.1 37.4 15.6 23.58 30.58 51.1 
Capital and Reserves 
(N'Billion) 
9.1 35.2 72.9 394.6 821.9 1050.0 957.0 
Av. Cap. and Reserves per 
Bank (N'Billion) 
0.0789 0.3058 0.8186 4.4335 9.2348 11.7978 38.2800 
Liquidity Ratio (%) 1 48.5 40.2 46.8 58.0 48.8 41.5 52.9 
Cash Reserve Ratios(%) 2 5.7 7.8 8.3 10.0 11.6 5.9 6.1 
Loan-to-Deposit Ratio (%) 3 60.9 76.6 74.4 46.2 78.4 85.4 97.5 
Memorandum Item 
Exchange rate (per $) 22.000 21.89 21.89 109.55 126.40 132.35 128.20 
1.  Liquidity ratio is the ratio of total specified liquid assets to total current liabilities 
2.  Cash reserve ratio is the ratio of cash reserve requirement to total current liabilities 
3.  Loan-to-Deposit ratio is the ratio of total loans and advances to total current liabilities 
 
Source: Central Bank of Nigeria, Abuja 
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6. MARKET CAPITALISATION   
 
 
    Market  % of Market  
Banks Price Capitalisation Capitalisation 
Accessbank 18.92 132,026,803,509 1.60% 
Afribank 30.49 186,907,358,751 2.27% 
Diamond Bank 18.40 172,958,306,795 2.10% 
Ecobank 9.51 205,931,698,066 2.50% 
ETI 173.25 233,329,063,899 2.83% 
FCMB 17.80 169,985,789,855 2.06% 
Fidelity Bank 11.99 197,399,596,603 2.40% 
First Bank 44.00 531,800,628,949 6.45% 
First Inland Bank 12.00 116,263,555,008 1.41% 
GTBank 32.50 450,125,000,000 5.46% 
IBTC Chartered 10.70 195,275,000,000 2.37% 
Intercontinental 25.15 475,797,308,910 5.77% 
Oceanic Bank 29.48 343,206,355,305 4.17% 
Platinum Habib 29.99 192,986,397,751 2.34% 
Skye Bank 13.75 103,166,865,835 1.25% 
Spring Bank 5.59 63,285,190,840 0.77% 
Sterling Bank 8.20 86,533,350,582 1.05% 
UBA 53.10 449,863,200,000 5.46% 
Union Bank  42.90 413,976,612,235 5.02% 
Unity Bank 6.80 100,210,883,756 1.22% 
Wema Bank  10.00 101,862,497,520 1.24% 
Zenith Bank 49.00 567,513,363,375 6.89% 
 Total   5,490,404,827,544 66.63% 
 
Extracted figures from IBTC stock select as at 7
th 
of Sept. 2007 
 
 
 
7. RATING DEFINITION 
A Nigerian based credit rating company, Agusto & Co. defines credit rating as a 
current assessment of the financial condition of a financial institution and capacity to 
meet its local currency obligations as and when due. 
DEFINITION OF RATINGS (By Agusto & Co.) 
Aaa - A financial institution of impeccable financial condition and overwhelming 
capacity to meet obligations as and when they fall due. Adverse changes in the 
environment (macro-economic, political and regulatory) are unlikely to lead to 
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deterioration in financial condition or an impairment of the ability to meet its 
obligations as and when they fall due. In our opinion, regulatory and/or shareholder 
support will be obtained, if required. Typically, a financial institution in this category 
will score more than 89% on our scoring grid. 
Aa - A financial institution of very good financial condition and strong capacity to 
meet its obligations as and when they fall due. Adverse changes in the environment 
(macro-economic, political and regulatory) will result in a slight increase the risk 
attributable to an exposure to this financial institution. However, financial condition 
and ability to meet obligations as and when they fall due should remain strong. 
Although regulatory support is not assured, shareholder support will be obtained, if 
required. Typically, a financial institution in this category will score 80% to 89% on 
our scoring grid.  
A - A financial institution of good financial condition and strong capacity to meet its 
obligations. Adverse changes in the environment (macro-economic, political and 
regulatory) will result in a medium increase in the risk attributable to an exposure to 
this financial institution. However, financial condition and ability to meet obligations 
as and when they fall due should remain largely unchanged. However, shareholder 
support should be obtainable, if required. Typically, a financial institution in this 
category will score 70% to 79% on our scoring grid.  
Bbb - A financial institution of satisfactory financial condition and adequate capacity 
to meet its obligations as and when they fall due. It may have one major weakness 
which, if addressed, should not impair its ability to meet obligations as and when due. 
Adverse changes in the environment (macro-economic, political and regulatory) will 
result in a medium increase in the risk attributable to an exposure to this financial 
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institution. Although capacity to meet obligations is adequate, shareholder support is 
not assured, if required. Typically, a financial institution in this category will score 
60% to 69% on our scoring grid.  
Bb - Financial condition is satisfactory and ability to meet obligations as and when 
they fall due exists. May have one or more major weaknesses. Adverse changes in the 
environment (macro-economic, political and regulatory) will increase risk 
significantly. In our opinion, shareholder support is not assured, if required. Typically, 
a financial institution in this category will score 50% to 59% on our scoring grid.  
B - Financial condition is weak but obligations are still being met as and when they 
fall due. Has more than one major weakness and may require external support which, 
in our opinion, is not assured. Adverse changes in the environment (macro-economic, 
political and regulatory) will increase risk significantly. Typically, a financial 
institution in this category will score 40% to 49% on our scoring grid.  
C - Financial condition is very weak. Net worth is likely to be negative and 
obligations may already be in default. A financial institution in this category will score 
less than 40% on our scoring grid.  
D - In default.  
A + (plus) or - (minus) may be added to a rating. A plus added to a rating indicates 
that the rating may be raised. A minus means that the rating may be lowered. When no 
plus/minus is added to the rating, this means that the rating is unlikely to change. A 
positive or negative added to a rating is therefore a reflection of the rating outlook. 
 
 
